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7.

MUNICIPAL REGULATIONS ON A STANDARD CHART OF ACCOUNTS
(mSCOA): PROGRESS ON STATUS OF THE mSCOA IMPLEMENTATION
PROJECT

3/2/3/15
S Reyneke-Naude (028) 313 8040 Corporate Head Office

2 January 2017

1. Executive Summary
The purpose of this submission to Council is to:

1) Inform Council on specific initiatives to date by National Treasury to
enable a full and complete understanding of the scope and extend of
the SCOA implementation as applicable to all municipalities and
municipal entities;

2) Maintain an on-going awareness of the mSCOA initiative in the
Overstrand Municipality;

3) Report to Council on progress made to date with the implementation of
MSCOA at the Overstrand Municipality.

2. Service Delivery and Budget Implementation Plan - IGNITE
Directorate: Finance
3. Compliance with Strategic Priorities
Provision of democratic, accountable and ethical governance
Provision and maintenance of municipal services
Creation and maintenance of a safe and healthy environment
The encouragement of structured community participation in the matters of
the municipality
Promotion of tourism, economic and social development
4. Delegated Authority
None
5. Legal Requirements
Local Government: Municipal Finance Management Act (Act 56 of 2003)
Local Government: Municipal Systems Act (Act 32 of 2000)

Local Government: Municipal Regulations on a Standard Chart of Accounts
(mSCOA), Notice 312 of 2014, Government Gazette No. 37577



27

AGENDA : SPECIAL MAYORAL COMMITTEE MEETING 23 JANUARY 2017

6. Background/Discussion

As stated in previous reports to Council, the strategic Municipal Business
Reform (Municipal Regulations on a Standard Chart of Accounts) will have
substantial operational and institutional implications for all municipalities
leading up to 1 July 2017.

6.1 What is mSCOA

The municipal Standard Chart of Accounts (MSCOA) was introduced by
National Treasury and:

“Provides a uniform and standardised financial transaction classification
framework. Essentially this means that mSCOA prescribes the method (the
how) and format (the look) that municipalities and their entities should use to
record and classify all expenditure (capital and operating), revenue, assets,
liabilities, equity, policy outcomes and legislative reporting. mSCOA is a
‘proudly South African” project researched by National Treasury based on
municipal practices, reporting outcomes, policy implementation and
reviews”, and

‘mSCOA is multi-dimensional in nature and is a business reform rather than
a mere financial reform and requires multidimensional recording and
reporting of every transaction across the seven segments” (Extract: mSCOA
Circular 1, dated 15 July 2015)”

(The seven segments are as follows: Funding Segment, Function Segment,
Item Segment, Project Segment, Costing Segment, Regional Segment ,
and Municipal Standard Classification Segment.)

6.2 Municipal Accountability Reporting Cycle and Linkage to mSCOA

Currently, municipalities manage and report on their financial affairs in
accordance with their own organisational structures and unique charts of
accounts. The result is a disjuncture amongst municipalities and municipal
entities and between municipalities and the other spheres of government as
to how they classify transactions and balances and consequently report
thereon.

As from 01 July 2017 the above seven (7) mSCOA segments must be
embedded in the Municipal Accountability Reporting Cycle and reviewed
and monitored at all municipal budget forums as well reflected in all
reporting to all external stakeholders such as National Treasury via a Web-
enabled LG database interface.
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Diagram1: Municipal Accountability Reporting Cycle and Linkage to
mSCOA
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6.3 Minimum Implementation Requirements for Compliance

To ensure full compliance to all the mSCOA requirements, the core Financial
System and associated business processes of the municipality must conform
to the following minimum control objectives:

)] Provide for the hosting of the seven (7) defined mSCOA segments;

i)  Be able to seamlessly transact across all seven (7) mSCOA segments;

i) Must provide for data extract across all seven (7) mSCOA segments;

Iv) Seamless upload to the Web-enabled LG Database as hosted at
National Treasury;

v)  May not apply methodologies of data mapping or data extrapolation;

vi) Must provide for full seamless integration between the core financial
system with any 3 Party systems impacting on the General ledger;

vii) Must have ICT Infrastructure services and systems sufficient to process
the required financial systems’ solution.
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6.4 Governance

The following governance structures have been established:

Overstrand Municipal mSCOA Steering Committee

Overstrand Municipal mSCOA (Project) Steering Committee now
renamed Overstrand Municipal mSCOA (Working Group) Committee;
SAMRAS mSCOA Committee;

A mSCOA Integrated Consultative Forum (mSCOA ICF) has been
established by National Treasury in August 2014 consisting of all the
Metros, pilot municipalities, vendors, National Treasury and the
Provincial Treasuries. This forum was active until 1 December 2015;
and

A Western Cape mSCOA Technical Committee has been established by
Provincial Treasury to provide additional support to municipalities.

6.5 MFMA mSCOA Circulars

In the previous report to Council (26 October 2016), the following was stated:

“National Treasury issued mSCOA Circulars in order to assist and guide
municipalities with their mSCOA implementation. Circulars 5 and 6 infers
that municipalities to perform an ICT due diligence exercise on its current
package of financial management and internal control systems.

Every municipality, to effectively evaluate its current financial management
and internal control system(s), must:

Assess its current systems in accordance with MFMA Circular 80
(mSCOA Transversal Contract)

Task its mSCOA project steering committee (representing senior
officials from the respective business units) to evaluate/conduct a due
diligence of the municipality’s current financial systems. The role of
this committee for this activity is to evaluate the system functionality of
the municipality’s current system vendor(s) in accordance with the
system and business processes functionality assessment.

The municipality, to complete the ICT due diligence may request all its
existing service provider(s) to complete the system and business
processes functionality assessment for the municipality, including to
workshop and demonstrate such functionality to the municipality, but
at no additional cost to the municipality.

Where any item is a mandatory minimum for the category of
municipality and is not available in the existing package, the service
provider should clearly indicate the way forward, including indicating
any cost (initial and thereafter) to the municipality to procure such
additional functionality(s) from its existing package of service
providers.
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Process after completion of the ICT due diligence

Once the municipality and/or its vendor(s) have completed the ICT due

diligence, the municipality’s mSCOA project steering committee must:

(1) Assess whether the municipality’s existing system(s) as a package,
meets the majority of the functional requirements for its category;

(i) Consider the cost of any additional functionality the municipality will
have to procure from its existing package of service provider(s) to be
able to conduct the minimum mSCOA transacting for its category by 1
July 2017 and the affordability thereof to the municipality considering
its 2016/17 MTREF;

(i)  Compare the total cost of its existing ‘package of system(s)’, including
the cost for any additional functionality (refer to paragraph (ii) above)
with the other available service offerings for its category, included in
the RT25-panel of service providers;

(iv)  Determine whether its existing ‘package of service provider(s)’ will be
able to provide and implement any and all of the outstanding
functional areas by 1 July 2017, including up-skilling affected
municipal officials;

(v) Consider any penalties and reason(s) for contract termination in any
of its contract(s) with existing service provider(s); and

(vi)  The project steering committee must document its decision and
recommendation(s) on the way forward for the municipality (on the
municipality’s “package of existing system(s)”), clearly setting out its
findings on each of the above five points it considered.

At a SAMRAS user group meeting the municipalities unanimously agreed
that it was not possible to complete the ICT due diligence assessment due to
the fact that the 512 areas completed/developed (as per the NT transversal
tender for ERP systems) could not be verified for mSCOA compliance and
that Provincial Treasury facilitate a workshop whereby the service provider
can demonstrate its compliance to the system and business processes
functionality assessment already completed by the vendor for the SAMRAS
system.”

Addendum to MFMA Circular 80 Issued in October 2016

To assist municipalities (and its associated vendors) to pro-actively manage
the achievement of a successful mSCOA implementation, National Treasury
has issued an Addendum issued on 18 October 2016, to the initial MFMA
Circular 80 issued in March 2016, stating three mandatory deliverables to be
achieved leading up to 30 June 2017:
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Mandatory Deliverables Required by National
Treasury

Current Status

Have a systems-integrated IDP (integrated
development plan) Module. All municipalities must
submit at the end of November 2016 their data
strings to the National Treasury reflecting their
IDP aligned to the Project, Function and Regional
segments of the mSCOA chart version 6.

The submission was
made to National
Treasury as requested.
Some data discrepancies
was reported by National
Treasury but was
rectified.

The 2™ critical delivery is the tabling of the
mMSCOA budget 2017/18 by 31 March 2017 to

Budget preparation still in
progress with assistance

council and will require a municipality’s system(s) from vendors and
to have budgeting functionality including but not business owners in the
limited to: respective  directorates,
a. Organogram Budgeting; but will be ready for
b. Billing historical trends and new developments; submission to council in
c. Asset maintenance plans; March 2017.
d. Building rentals;
e. Fleet costs;
f. Loans, bonds and repayments;
g. Grants and subsidies;
h. Costing allocations; and
i. Long term forecasting and tariff modelling tools.

3. Enable a municipality, with effect 1 July 2017, to Project plan and

associated due dates and
deliverables currently be
reviewed to ensure
MSCOA compliance by
30 June 2017.

transact across the seven segments of mSCOA
with subsystems seamlessly integrating to the
core financial system.

As reported to council on 26 October 2016, the status quo still remains
the same: The Overstrand Municipality is still not in a position to consider
the guidance as provided in MFMA Circular No. 80 to complete the ICT Due
diligence, reason being it is not the intent of the Overstrand Municipality to
consider alternative financial system solutions during the term of the mSCOA
implementation project leading up to 30 June 2017.

The primary objective of the Overstrand Municipality is to remain focused on
the mSCOA Project implementation leading up to 30 June 2017 and to
achieve full compliance with all regulatory requirements making use of our
current portfolio of systems and service providers.

Should alternative options be considered, the municipality will keep Council
and National Treasury informed accordingly.
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6.6 Project Implementation Progress
Initial Pilot Site implementation by 01 July 2015

As previously reported to Council, the Overstrand Municipality was one of
the municipalities nominated by National Treasury to implement mSCOA as
a pilot project by 01 July 2015.

The primary objectives of the piloting phase included:

)] Piloting of the mSCOA classification framework in selected
municipalities;

i)  To refine the seven (7) mSCOA segments and associated detail;

iii) Reviewing and assessing the existing system functionality of service
providers operating within municipalities against the broader business
requirements of the mSCOA Regulation, and

Iv)  Determining minimum system and business process requirements to
effectively operate the multi-dimensional structure of mSCOA as
envisaged and prescribed by the Regulation, and

v) Address certain limitations with the implementation of the entire
financial management accountability cycle.

In collaboration with Bytes Universal Systems, Overstrand Municipality has
adopted a phased approach to the system development and implementation
processes in order to implement the mSCOA in full compliance to the
Regulations by 01 July 2017:

Phase 1 — Budgeting Module

Phase 2 — Transactional Posting Levels

Phase 3 — Reporting Modules

Phase 4 — mSCOA Piloting Implementation

Phase 5 — Full mSCOA Operational Compliance by 01 July 2017

Overstrand Municipality has been implementing Phase 1 to Phase 4 and
piloting MSCOA from 01 July 2015.

During the piloting phase, many lessons have been learnt and documented
by National Treasury. New insights and a better understanding of the
complexities of the mSCOA implementation resulted in a multiple series
changes to the initial system functionalities as envisaged during the piloting
implementation phase.

The latest project plan for the WebEnablement roll-out of the system
(Annexure B) as received from Bytes Universal Systems (service provider of
the SAMRAS Financial System) provides an indication of the dates
envisaged for the roll-out of the respective modules/core elements.
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The service provider advised that the start dates as indicated on the plan,
should be regarded as an indication of the release date for further testing by
municipalities These dates should however not be regarded as the final
successful implementation dates for the respective modules into the live
production environment. Communication with the service provider is taking
place on a regular basis in this regard.

Potential mMSCOA Project Implementation Risks since 01 July 2015

The mSCOA pilot implementation was done at mSCOA Version 5.3. The
implementation of mMSCOA for full compliance by 01 July 2017 has now been
confirmed by National Treasury at mSCOA Version 6.1:

1)  Since July 2015, six (6) mSCOA Circulars have been issued by
National Treasury, each Circular stating an additional series of mSCOA
functional requirements for compliance, the latest Circular 6 only being
issued in August 2016, in total resulting in more than 200 additional
changes to the initial scope of the mSCOA pilot implementation project;

i)  As mentioned, in March 2016, MFMA Circular 80 was issued by
National Treasury listing more than 500 system functionalities to be
assessed by municipalities for full mSCOA compliance of the core
financial system and/or 3™ party systems impacting on the General
Ledger.

MSCOA Project Implementation Plan

In view of all the above, it is fair and reasonable to accept that the sum total
and impact of all the above scope changes by National Treasury to the initial
scope of mMSCOA Implementation Project plan, and in such a fragmented
fashion (release of MFMA Circular 80 only in March 2016, release of final
MSCOA version only in the latter part of 2016, et cetera), impose certain
potential risks to the successful implementation of mSCOA by 01 July 2017,
which to date cannot be fully quantified by the mSCOA Project
Implementation Team.

The mSCOA Project Team, in collaboration with Bytes Universal Systems, is
currently in the process of revisiting all of the initial five project phases and to
review the mSCOA Project Implement Plan, in an effort to mitigate any
potential project implementation risks to ensure a successful and fully
compliant mSCOA implementation by 01 July 2017.

The municipality and the vendors/s have a mutual responsibility to ensure
the implementation of a successful and fully compliant mSCOA financial
system/s solution by 01 July 2017:

.  mSCOA Circulars 1 to 6 issued since July 2015 to October 2016
provides guidelines and frameworks to assist municipalities to
establish project governance and management structures and forums
based on industry best practice principles;
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.  MFMA Circular 80, issued in March 2016 specifies all the functional
and technical requirements for compliance by vendor systems that
iImpact on the General legdger og thr the municipality

lll.  However, MFMA Circular 80 also states that: “the municipality and
municipal entity remains ultimately responsible and accountable to
implement mSCOA across its organisation.”

Going forward till July 2017, it is the intent of the mSCOA Project to keep
Council informed on progress with the mSCOA Implementation project on a
regular basis.
mSCOA 2017/2018 Budget Training
The Directorate Finance has initiated specific training interventions to ensure
that all budget owners in the Overstrand Municipality are sufficiently
capacitated to develop and manage their respective mSCOA Budgets for
2017/2018. A total number of 81 staff members were trained.

7. Financial Implications
None

8. Staff Implications
None

9. Comments from other Departments, Divisions and Administrations
None

10.Annexures

Annexure A:  Overstrand mSCOA Risk Register
Annexure B:  WebEnablement V5 Project Plan

RECOMMENDATION TO THE COUNCIL:

that the mSCOA Progress Report for the implementation of the mSCOA
Regulations be noted.

RESPONSIBLE OFFICIALS: S REYNEKE-NAUDE
C LE ROUX
B KING
E HOONEBERG
H VORSTER

TARGET DATE FOR IMPLEMENTATION : 1 JULY 2017
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